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THURSDAY, APRIL 4, 1957 


Unirep Sratres SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON SECURITIES, 
Washington, D. C. 

The subcommittee met, pursuant to call, in room 301, Senate Office 
Building, at 10:10 a. m., Senator Frank J. Lausche, chairman, pre- 
siding. 

Present: Senators Lausche and Bush. 

Senator Lauscne. The meeting will come to order. 

Gentlemen, this meeting has been called for the purpose of receiving 
further reports on the progress being made in the Federal flood- 
insurance program. The meeting is, in effect, a continuation of the 
hearing held by this subcommittee on February 19,1957. At that hear- 
ing, we rece ‘ived a report from the Housing and Home Finance Admin- 
istrator and the Federal Flood Indemnity Commissioner on the outline 
of the problems confronting them in connection with the programs 
authorized by the Federal Flood Insurance Act of 1956. 

At that meeting, it was indicated that a request for supplemental 
appropriations was then in the process of preparation and clearance 
through the Bureau of the Budget. 

As the committee having legislative jurisdiction over this special 
matter, the committee is interested in knowing what progress has been 
made on that front. 

Also, at the February 19 hearing, certain tentative estimates were 
made concerning the charges that would be made on policyholders for 
Federal flood-insurance polici ies. It was then indicated that the Fed- 
eral Flood Indemnity Administration would give further considera- 
tion to those rates in an attempt to make them as low as possible con- 
sistent with the requirements of the statute. The committee is inter- 
ested in receiving a further report on that aspect of the Federal flood- 
insurance program. 

It was also indicated at that meeting that the Administration would 
be transmitting to the committee certain suggestions for amendments to 
the Federal Flood Insurance Act of 1956. Twas under the impression 
that these amendments would be submitted at the same time the Ad- 
ministration forwarded its suggestions for amendments to the Federal 
housing legislation. To date, no suggested amendments have been 
received by the committee from the Administration, based upon my 
knowledge. 

The subcommittee has received for consideration certain amend- 
ments to the Federal Flood Insurance Act of 1956, suggested by Sen- 
ator Kennedy. These are contained in 8. 1656. As chairman of the 
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subcommittee, I would prefer to consider specific legislative amend- 
ments to the statute at one hearing. I would therefore urge the Admin- 
istration to forward its suggestions for amendments to the Federal 
Flood Insurance Act at as early a date as possible. This becomes par- 
ticularly important, because if I interpreted correctly the remarks 
made by Mr. Cole and by Mr. Meistrell at the F ebruary 19 hear Ing, 
certain portions of this act are not likely to be placed into operative 
effect until the appropriate legislative committee has given considera- 
tion to certain suggested amendme ‘nts. 

I would like to impress upon the representatives of the Administra 
tion present here today that there is great disappointment expressed 
ik Many quarters because this statute has not yet been placed into 
effective operation. 

At my request, the staff of this subcommittee has brought up to 
date the estimates of flood damage last presented to this subcommit- 
tee in early 1956. Without objection from the other members of 
the subcommittee, I will place that data into the record so as to make 
it available to the public. (See p. 48.) 

Senator Lauscue. While variations still exist among the flood-dam- 
age estimates made by separate agencies, all are in agreement in the 
conclusion that fortunately flood damages in the year of 1956 were 
comparatively low. On the other hand, the statistics indicate that 
flood damages in the first 2 months of this year have already exceeeded 
the entire amount of flood damage for the calendar year of 1956, 

I appreciate the natural caution which impels those responsible for 
administration of this program to proceed carefully in its launch- 
ing. However, I think it is obvious that a start must be made some- 
where, even if ideal conditions for launching the enterprise have not 
yet been achieved in the minds of the administrators. Borrowing 
from the experience of private insurance practice, it is to be expected 
that premium rates will be adjusted periodically on the basis of ex- 
perience gained in operation of the program. 

With these thoughts in mind, [ invite the Federal Flood Indemnity 
Administration to bring us up to date on developments in this Fed- 
eral flood-insurance program. 


STATEMENTS OF ALBERT COLE, HOUSING AND HOME FINANCE 
ADMINISTRATOR; AND FRANK J. MEISTRELL, COMMISSIONER 
OF FEDERAL FLOOD INDEMNITY ADMINISTRATION 


Mr. Corr. Mr. Chairman, may I first make a very brief comment, 
based upon the chairman’s statement with respect to the progress of 
the program and the expectation of the Administration to put the 
program into effect at the earliest possible date. 

I recognize, Mr. Chairman, that the natural feeling on the part of 
people is that programs should be put into effect immediately, and I 
recognize that these natural attitudes come about due to their im- 
patience with planning and progress. 

May I, however, from my point of view, state once more that Tam 
extremely pleased’ with the progress which the Federal Flood In- 
demnity Administration is making with their planning and putting 
into operation the program. It has followed, I think, exactly the 
schedule which Mr. Meistrell first announced when he appeared be- 
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fore this committee and the House Banking and Currency Committee 
last. year. 

We were very careful, and very clear, I believe, in advising the com- 
mittees that this was a new, untried, experimental, complex } program : 
that such a program would require a great deal of planning, a great 
deal of thought, the acquisition of personnel as well as the develop- 
ment of regulations and policies. 

Therefore, it is my judgment, and only mine, you understand, that 
the Administration has moved within schedule and on schedule. 

In addition to that, our statement still stands that policies will be 
ready to be issued as soon as authorized by the appropriations and the 
Congress to do so. Now, when that may happen, I do not know. We 
did present to the subcommittee yesterday our justification for the 
appropriations for the Flood Indemnity Administration in the hear- 
ings. And our guess is, and it is purely a guess, that it will take 30 or 
perhaps 60 days for this to clear the Conger ess and be signed by the 
President. Maybe the 30 days is too fast a schedule, and maybe the 60 
davs is too long. But knowing how Congress works, it woud appear 
to me that that is about the best guess we have on it. 

Now, if you will permit—— 

Senator Lauscusz. For the benefit of Senator Bush, who has just 
entered the room, may I say that I have requested that they bring 
us up to date on preparations that have been made for putting into 
action and effecting the provisions of the flood-insurance program. 

Senator Busa. Thank you. 

Senator Lauscne. Mr. Meistrell, unless you have some prepared 
manuscript, let us go into the subject of your work on insurance rates 
first. 

Mr. Metsrretit. May I make one statement. Mr. Chairman, before 
we get into the question of rates. There has been some intimation, and 
vou referred to it this morning, that there has been a delay in putting 
this program into operation. When I last testified, I think I attempt- 
ed to inform the committee that under the statute we have to go before 
the Congress and obtain appropriations in order to put the program 
into operation. And until we obtain the necessary funds, we cannot 
put this program into operation. 

I feel some concern about the statements that are constantly made, in 
the press as well as in other places, that there has been a delay. There 
has been no delay. We have prepared our justification with expedi- 
eney and dispatch, and as promptly as we could within the realm of 
good judgment. The appropriation request has been submitted to 
the appropriate committee of the Congress, and we held hearings on 
it vesterday. And until we get the money—as Mr. Cole has indicated, 
it may be 30 or it may be 60 days. And how much we will get is another 
question. And it has a material effect upon this program. Until we 
know that, we cannot put the program into effect. 

Now, if you will recall, at our last meeting I outlined to the commit- 
tee the various problems we were confronted with concerning the ques- 
tion of rates. It is an extremely difficult problem. And I mentioned 
at that time that we were attempting, within the limits of the person- 
nel of our own agency, with the cooperation of the industry and with 
the cooperation of the committee of Government people which I ap- 
pointed, to exercise our best judgment so that we could develop a rate 
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yattern which would be consistent with the terms of the act, and yet 
lee this insurance to the many people in our country who we believe 
need it and want it. 

In a sense, we are on the horns of a dilemma. If we make our rates 
so low that we do not generate enough premium income, then we are 
putting at risk taxpayers’ money, which in my judgment should not 
be put at risk. If, on the other hand, we develop a premium or a 
rate pattern which is too high, we will price ourselves out of the 
market, and our efforts will have been in vain. 

Between those two extremes, we have attempted to evolve what we 
believe to be a sound approach which will produce adequate income 
and yet be within the reach of those people who presumably will buy 
the insurance, namely, persons in high exposure areas 

Now, with that premise in mind, we had three possible approaches. 
One was—and this theoretically is a sound one—to attempt to de- 
velop the exposure element with respect to river stages and river 
gages, and project that exposure on topographical maps. ‘That would 
mean that we would have to fix a benchmark of exposure, and then re- 
late it to distance and height of property to that exposure point. That 
would mean, Mr. Chairman, mapping great areas of this country, a 
very timely undertaking, and indeed a very costly one. We under- 
took to do that, and we did develop a map, and we are developing 
others. But I would be less than honest with you if I did not tell vou 
we cannot put this program into effect if we hope to wait to develop 
that kind of technical data. However, we are going forward in an 
experimental way with that particular aspect of the program, hoping 
that. as we develop this information, we can project it intelligently 

into our rate schedules. 

Now, having for the moment set aside the idea of mapping the coun- 
try, we thought perhaps we could approach it on a countywide basis, 
relating exposure by county to the known flood areas. 

Senator Lauscue. That is your program No, 2/ 

Mr. Metsrrevy. No, this is the second approach. I have three ap- 
proaches and the third one is the one we are going to adopt, which I 
will comment on in more detail. 

Senator Lauscue. This is the county exposure, you say. 

Mr. Meisrrent. This is the second approach that we hoped might 
have some merit to it, but it does not. In any event, we had innumer- 
able meetings with the insurance industry, and indeed, with our own 
intergovernmental committee, with the hope that perhaps having aban- 
doned the idea of drawing lines up and down streets to relate ex- 
posure by that degree of fineness, we would attempt to do it by counties. 

The industry felt that that was unwise and highly impracticable, 
and we do too. 

The third.approach was to attempt to use the established and recog- 
nized marks of river basins which the hydrological survey and the 
Army engineers have over the years recognized as areas that tend to 
lend themselves to geographical flood limitations. And so proceed- 
ing on the theory that perhaps the river basins might give us a more 
accurate way of measuring exposure, we proceeded to evolve a rate 
pattern. 

There was considerable opinion among ourselves, as well as the in- 
dustry, that exposure along the coastlines was a different kind of 
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exposure than that which comes from inland flooding. And recog- 
nizing that, we attempted to measure that degree of exposure in rela- 
tion to our total exposure, and in order to arrive at a differential in our 
rate. 

Now, the principles we have evolved are these. Taking the river 
basins, as established by the hydrological survey and the Army engi- 
neers, we attempted to determine the frequency of floods in those 
river ‘basins, and secondly, the total average annual losses nationwide, 
and relate, on a percentage basis the total average annual losses and the 
percentage of frequency in those basins in order to arrive at two fig- 
ures. First, frequency, and second, severity. And with those in mind, 
we have evolved what we believe to be the total premium income we 
would need by river basins related to the total capacity of $5 billion 
that we are authorized to insure, less the $2 billion which we are not 
going to ask for at this time. 

Senator Busu. In other words, the rates would be established for a 
river basin. You take the Ohio River Basin and you establish rates 
for that. You take the Allegheny River Basin and you establish rates 
for that, is that correct / 

Mr. Meisrre.i. Generally speaking, Senator Bush, that is correct. 

Senator Busn. And what you may charge in the Ohio River Basin 
might not necessarily bear any resemblance to what you charge in the 
Connecticut River Basin or the Naugatuck River. 

Mr. Merstreiy. That is correct. Well, as to the Naugatuck, I don’t 
want to mislead you. I am referring to the river basins, and I think 
the Naugatuck Valley is part of the basin that is established by the 
hydrological survey. But in any event, the principle is correct. 

Senator Busi. That is the point I wanted to bring out. 

Mr. Metsrre.y. That is correct. 

Now, the second thing we did was to determine what the types of 
exposure property wise would be. And we concluded that we would 
have three rate classifications related to property exposure ; namely, we 
will insure a dwelling or building; we will insure the contents of a 
dwelling or commercial] building: or we will insure both. So that in 
the rate pattern, you have a choice.. You can insure the building, you 
can insure the contents, or you can insure both. And we have estab- 
lished a differential between them. 

Secondly, in our opinion, and supported by what statistics are avail- 
able, we determined we would impose a surcharge on all properties on 
the eastern coastal area, within counties abutting on the coast. But 
more important perhaps is the opinion of informed people that the 
exposure above the boundary line of North Carolina and Virginia, up 
through to the Canadian border, is a much lower exposure area than 
from the same point down along the coast around Florida to Browns- 
ville, Tex. So we propose to put a higher surcharge on people whose 
property is located within areas abutting the coast, countywide, from 
that point south, and a lower differential on property located in coun- 
ties abutting the ocean from that point north. 

Further, there was considerable discussion among ourselves and 
the industry that you have a different exposure between frame build- 
ings and masonry construction. And we propose a differential in that 
respect. 

Further, it is the belief of all of us, including the industry, that 
unless you have a sharing of the risk, we may be exposing ourselves 
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to considerable losses that could otherwise be avoided. And so we 
are proposing, and have so provided in our rates, a coinsurance pro- 
vision. Briefly, the coinsurance provision will be that if you purchase 
80 percent to value, you will get a substantially lower rate. THow- 
ever, if you choose to purchase without coinsurance, you then will 
buy on a flat-rate basis. 

Now, the theory of that, I think, is quite sound. People who have 
known exposure because of their traditional risk would be purchas- 
ing what they know to be their maximum loss, and we would be paying 
those losses without any compensatory income without the coinsurance 
provision, And so we are providing, on private dwellings, that you 
insure 80 percent to value or pure hase flat. 

However, as you gentlemen know, the statute has a top of $10,000. 
So that if you had a $50,000 home, you could not purchase 80 percent 
to value. So we are presuming that if you buy 80 percent to value up 
to the full $10,000, you will have complied with the coinsurance 
provision. 

With respect to commercial property, we are going to have a 50 
percent coinsurance prov ision and an 80 percent coinsurance provision, 
on the theory that we again share the risk with those who can best 
share it with us, and those are the corporate buyers. 

So, Mr. Chairman, that is rather generally what we have done, and 
we have projected these rates. I cannot tell vou at this time that we 
have perfected them, because, quite frankly, we are attempting to 
refine them a bit more before we put the program into operation. 

Now, as part of this whole rate matter, there are agreements that 
necessarily must be prepared. a must prepare an insurance con- 
tract. That has been done. That is, I would say, substantially com- 
pleted, with perhaps some relativ iy iinet changes that we will make 
before we finally announce our rates and the other things that go 
with it. 

Secondly, we have had considerable negotiations with the insurance 
industry, because under the statute. as you know, it is a mandatory 
provision that we use their services and facilities to the maximum 
practicable extent. We have concluded our negotiations with them 
concerning the type of an agreement that they would enter into. That 
again is in our final processing. 

We have had to prepare underwriting rules and regulations, and 
that is about completed. 

We have had to prepare accounting and statistical rules and regu- 
lations, and that again has presented very difficult problems, because 
we have attempted to develop accounting and statistical procedures 
that would lend themselves as nearly as practicable to the normal 
operations of the insurance industry. And we have had some difficult 
problems with the General Accounting Office, both in interpreting the 
statute and in attempting to evolve a program consistent with their 
overall supervisions and procedures, 

Further, we have had to develop loss adjustment rules and regula- 
tions. And we have done this—because to do it properly, all of these 
forms must be correlated, they must he agreed upon with industry, 
and they must be put together ma package. It is much like a series 
of units in a machine. They must al! work 9 gee And as you 
chat ve one, you necessal ily must haa ve another, And ntil we kn Ow 
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how much money we are going to have to put this program into oper- 
ation, we cannot deal w ith the | problem with finality, because a change 
in our budget submittal or in our justification may very well change 
a great many other things. 

‘Senator Lauscue. By that you mean that until you know what 
money this Congress will give you, you will not be able to proceed 
with finality. 

Mr. Meisrreti. When I say “with finality,” Mr. Chairman, I mean 
that, that if we were to be substantially reduced in our budget request, 
then I would think that it would be advisable for us to determine 
whether we would reduce the face amount of our policy from $10,000 
to $5,000, and perhaps from $250,000 on commercial to some lesser 
figure. 

Senator Lauscur. Then your answer is that your final action does 
have a direct relationship with the quantity of money that you will 
receive from this Congress. 

Mr. Mrisrrens.. That is correct. 

Senator Busi. Mr. Chairman, that applies not only to the supple- 
mental appropriation which you discussed yesterday, but what may 
be done for the whole of 1958. 

Mr. Metsrreii. That is correct. 

Senator Busn. You requested $50 million yesterday. 

Mr. Mrtsrreny. That is correct. 

Senator Busi. Asa supplemental appropriation, 

Ma. Mersrrect. Asa supplemental. 

Senator Busu. In order to get the program started. 

Mr. Merstrevn. That is correct. 

Senator Busi. What are you going to request in 1958 / 

Mr. Meisrrecti. We have not as yet put in a request for 1958. 

Senator Busi. You have not prepared vour request ? 

Mr. Corr. Senator Bush, the Federal Flood Indemnity Administra- 
tion will be able to put into effect the operation of this program within 
avery short time after the supplemental which is now being considered 
by the House. After that is passed by the Congress, we will be able 
to put the program into effect. 

Now, of course, any new budget—1958, 1959, 1960—will have some 
effect upon the op erations. 

Pit assuming that the Congress approves the budget which we have 
submitied, the program will go into effect almost immediately there- 
after. Assuming they curtail it substantially—and we do not. expect. 
them to do that—then Mr. Meistrell will have to relate the substantial 
cuts to the ir impact upon the program. ate, 

But because we expect Congress to approve the appropriation, we 
are expecting to put this program into effect very soon after the 
Congress approves the supplemental. 

Mir. Merstrenn. That is correct. 

Senator Busu. May I make another inquiry, Mr. Chairman? 

Mi. Cone. And, Senator, may T add one more thing, because it has 
an implication with respect to the chairman’s comment. This putting 
of the program into effect will not have any relation to any amend- 
ments which may be submitted by the administration to this sub- 
eonmnittee, 

Mir. Mristrenn. That ts correct. 


“S857 oe pt. 2 2 
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Senator Busy. This is what I wanted to ask, Mr. Chairman. I 
thought originally you had intended to put in for a $100 million sup- 
plemental appropr iation, and you changed that to $50 million. 

Mr. Core. That is correct. 

Senator Busu. May Lask you this. In changing tliat request from 
$100 million to $50 million, would it have any effect whatever on get- 
ting this program into operation as soon as possible. In other words, 
you concluded that you did not need the $100 million to do all you 
could in this fiscal year with the program, and therefore reduced it 
to $50 million. 

Mr. Metstrevy. That is correct. 

Senator Busn. So that it is not a question of attempting to econ- 
omize. It is just a question of trying to find out exactly what you 
do need to get this program as far advanced in fiscal 1957 as possible. 

Mr. Meisrretn. That is correct. 

Now, we had, I think, one question that was raised, Mr. Chairman, 
at the last meeting, when I intimated that we were attempting to 
evaluate whether we would put the program into effect nationwide 
or on a piecemeal basis. We have concluded that we would put it 
in nationwide. We had discussions on the loan contract program 
which I will advert to later in the morning. But I should like to sum 
up by saying that we have worked, I believe—and this is not a self- 
serving dec ‘laration—with dis spatch and are prepared to put this pro- 
gram into effect shortly after we get the necessary funds appropriated. 
The forms are ready. 

Senator Lauscue. Let us keep our minds directed to the subject 
under discussion as started—rates. You have finished with that, have 
you! 

Mr. Meistrewy. No, we have not. 

Senator Lauscue. Proceed. 

Mr. Metsrrety. Now, there are two other aspects of the program 
which I would like to refer to. One is State participation and the 
other is zoning. 

Mr. McKenna. The question was, Mr, Meistrell, whether you had 
finished your discussion of the present status of your ratemaking 
procedures. Is there any range of rates you want to give us now as 
compared to those you gave in Februar v. 

Mr. Meistreti. Well, I think I said in February that there would 
be a range from $1 to $12 per $100, if [ recall correctly. 

Mr. McKenna. I might say there was some question on that whether 
that was before or after the application of the subsidy. 

Mr. Metsrreti. That was after the application of the subsidy. And 
I reaffirm that that will be the range of our rates. 

Mr. McKenna. Although it will, of course, vary by river basins. 

Mr. Mertstrrevy. It will vary on river basins related to the element 
of exposure, as we have indicated, and the coastal areas, and some other 
adjustments which I do not think are relevant here this morning for 
cliscussion. 

Mr. McKenna. You indicated the last time that you were hopeful 
of getting the rates lower by considering more details on the deduc- 
tibles to be allowed. 

Mr. Metstrevn. That is correct. 

Mr. McKenna. What range of deductibles does this range of rates 
contemplate ? 
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Mr. Merisrrecy. ‘That will contemplate a $500 deductible, plus 5 per- 
cent of the remainder of the loss. We found that when you attempt to 
relate a rate to deductibles—and we had in mind multiple deductibles, 
that the amount of rate reduction would be far disproportionate to the 
amount of the deductible that we would put into effect. So that we 
have abandoned for the moment the multiple deductible table. 

Mr. McKenna. May I clarify one other thing. In going along here, 
you mentioned the surcharge for the east coast. What is the situation 
as to the west coast ? 

Mr. Metsrrein. The surcharge on the east coast, as you know, Mr. 
McKenna, is due largely to wave wash and the water component of 
hurricane damage. That does not exist on the west coast. So we do 
not intend to put a surcharge on coastal exposure on the Pacific 
Ocean. 

Mr. McKenna. The same thing would be true of the gulf coast, 
then, I assume. 

Mr. Meistrrevi. No, the gulf coast is quite different, as you know. 

Senator Lauscue. So the record will be clear, these are your present 
plans, but they will be subject to change based upon your experience 
and further studies that you make. 

Mr. Merisrrety. Of course, that is a continuing process, Mr. Chair- 
man. 

Mr. McKenna. Mr. Meistrell, may I clarify the record on that. 
Will there be a surcharge for the culf coast ? 

Mr. Meistreiu. Yes. 

Mr. McKenna. All right. 

Senator Lauscur. Does that conclude your discussion of the rate- 
making work that you have done? 

Mr. Mersrreny. Yes, sir. 

Senator Lauscie. Now let us go into the subject of the amend- 
ments which you contemplated submitting to us. What is the status 
of that ? 

Mr. Meisrrett. We contemplated, Mr. Chairman, as you recall, 
an amendment dealing with the loan-contract program. I think Mr. 
Cole perhaps could be more specific as to when that was done. 

Mr. Corr. If I may interrupt, that amendment has been sent up to 
the vice  emigcasg ‘Tt came up the day before yesterday. And I 
assume that in due process it has been delivered to your committee. 

Senator Lauscuer. If the amendment is received in time it will be 
inserted in the record. 

(The following was subsequently received for the record :) 

HousiINnG AND HOME FINANCE AGENCY, 
Washington, D. C., April 3,1957. 
ion. Ricard M, NIXxon, 
President of the Senate, 
Washington, D.C. 

Dear Mr. Prestpent: The Housing and Home Finance Agency recommenas the 
enactment of the enclosed draft bill to amend the Federal Flood Insurance Act 
of 1956 to remove authority for loan contracts. An explanatory statement on 
the proposed bill is also enclosed. 

I h ave been advised by the Bureau of the Budget that there would be no objec- 
tion to the submission of this bill to the Congress for its consideration. 

Sincerely yours, 
ALBERT M. Coie, Administrator. 
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A BILL To amend the Federal Flood Insurance Act of 1956 to remove authority for 
loan contracts 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Federal Flood Insurance Act of 
1956 (Public Law 1016, 84th Congress) is amended— 

(1) by striking paragraph (3) of section 2 (b); 

(2) by striking in section (3) (c) “, the making of reinsurance agree- 
ments, and making and guaranteeing of loans,” and inserting in lieu thereof 
“and the making of reinsurance agreements” ; 

(3) by striking sections 5 and 6; 

(4) by striking in section 12 (a) “, or loan contract,” : 

(5) by amending section 15 (a) to read as follows: “(a) To carry out 
the purposes of this Act, the Administrator is authorized to establish two 
funds to be known as the (1) Disaster Insurance Fund and (2) Disaster 
Reinsurance Fund.” ; 

(6) by striking the last sentence of section 15 (b) ; 

(7) by amending the last sentence of section 15 (e) to read as follows: 
“Funds borrowed under this section shall be deposited, in such proportions 
as the Administrator deems advisable, in the Disaster Insurance Fund and 
the Disaster Reinsurance Fund.” ; 

(8) by striking in section 15 (f) “, the Disaster Reinsurance Fund, and 
the Disaster Loan Fund” and inserting in lieu thereof “and the Disaster Re- 
insurance Fund”; 

(9) by inserting the word “and” at the end of clause (2) of section 15 
(Z): 

(10) by striking clause (3) of section 15 (f) and redesignating clause 
(4) thereof as clause (3) ; and 

(11) by striking in the first sentence of section 21 “, reinsurance, and 
loan” and inserting in lieu thereof “and reinsurance”. 


EXPLANATORY STATEMENT 


The “Federal Flood Insurance Act of 1956” (Public Law 1016, S4th Congress), 
approved by the President on August 7, 1956, provides for the establishment of 
three programs designed to aid those whose property is exposed to damage from 
floods. The act establishes a direct insurance program, a reinsurance program 
and a loan contract program. The attached draft bill would, if enacted, repeal 
the provisions relating to the establishment and administration of the loan-con- 
tract program. 

Under the loan contract program the Housing Administrator is authorized to 
make loan commitments providing that if the applicant incurs a subsequent loss 
to his property resulting from flood the Administrator will guarantee a loa 
obtained by the applicant from a public or private financing institution and that 
if such a loan is not available on reasonable terms the Administrator will make 
a direct loan. The interest rate on such guaranteed or direct loans may not 
exceed 4 percent and the loans, to the maximum extent practicable, are to be 
on a long-term basis if requested by the borrower. No person or corporation may 
hold loan contracts in excess of $250,000 at any one time. The loan-contract 
limitation on dwelling units is $10,000. Loan-contract obligations ure limited 
to $2 billion outstanding at any one time, which amount may be increased with 
the approval of the President by $500 million each fiscal year. The act authorizes 
the Administrator to combine direct insurance and loans to give the greatest 
variety and amount of protection. 

Based on studies of the Federal Flood Indemnity Administration and consul 
tation with representatives of financial institutions and insurance companies, 
it is strongly urged that the loan contract provisions be repealed. 

National representatives of commercial and savings banks, savings and loan 
associations, and life insurance companies informed the FFIA that they would 
be reluctant to make loans under this program due to the maximum 4 percent 
interest rate and the questionable credit risks in loans of this type. It is a reas- 
onable assumption that private capital will not be available to any substantial 
extent and consequently the program would become a direct Federal lending 
program. 

Direct Federal lending under this program to flood victims is unnecessary. 
The act makes provision for direct insurance and reinsurance. Potential flood 
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victiins may buy Federal flood insurance where it is unavailable from private 
insurance companies and Federal reinsurance will be provided to encourage 
private carriers to write flood insurance. Also, facilities for making direct loans 
to flood victims are available through the Small Business Administration at 3 
percent interest and rehabilitation loans are available through the Federal Hous- 
ing Administration. Moreover, disaster victims who are good credit risks may 
obtain conventional loans from private sources. 

Further, the loan contract program is basically unsound. It provides for a 
type of advance loan commitment, contrary to sound banking practices. It re- 
quires the Administrator to issue a commitment to make a loan in the future in 
the event of flood damage. At the time the commitment is made the Administra- 
tor will not know nor can he anticipate what the applicant’s credit status and 
financial ability will be when the loan is made. The legislative history of this 
provision indicates that the loan contract is to be an assured line of credit (H. R. 
No. 2746, S4th Cong., p. 6) and would be a legal obligation to be performed re- 
gardless of the change in circumstances of the applicant. The applicant at the 
time of the loss may be left with nothing but debts; he may be unable to provide 
any security or assurance of repayment—in fact, he may be facing bankruptcy. 

The act provides that the Administrator shall fix the monetary consideration 
for such loan contracts ‘at the lowest practicable amount, following generally the 
saine principles as apply * * * with respect to the establishment of fees for in- 
surance.” In establishing charges for loan contracts therefor, the Administra- 
tor is not only required to consider the financial risk of such loans but must also 
assess the flood risk and establish a rate which has no relation to the credit of 
the applicant and his ability to repay. 

The loan contract program further provides for long-term loans at the request 
of the applicant. The term of the loan is an important risk element and cannot 
he ascertained at the time the commitment is issued because the purpose of the 
loan cannot be determined until after the event, namely flood damage. 

lor the foregoing reasons, it is strongly urged that the loan contract provisions 
of the act be repealed. 

Mr. Meisrrect. Mr. Chairman, it is our position that that section 
of the statute dealing with the loan contract should be repealed. At 
the last hearing I think I went into some detail as to why. If the 
chairman would choose to have me reiterate our position, I would be 
very happy to do so. 

Senator Lauscur. I think it is in the earlier record. Unless Sen- 
ator Bush desires to have it reiterated, I do not. 

Senator Busn. I quite agree with the chairman. 

Mr. Core. Mr. Chairman, while I am here—and the chairman has 
graciously permitted me to leave shortly—I would like to discuss the 
question of the presentation of legislative proposals. In your state- 
ment, sir, you indicated that a detinite time should be set for legisla- 
tive proposals to be presented. It is quite possible, sir, that for this 
session the Administration may not present any other legislative pro- 
posals than the one which we have sent up. We have submitted—Mr. 
Meistrell has submitted certain legal questions to the GAO. If per- 
haps those legal questions fall one way or the other, it is possible that 
at some time the Administration may suggest additional amendments. 
But as of today, we do not anticipate the submission this year of any 
other amendments than the one which we sent up the day before yester- 
day. 

Now, of course, Mr. Chairman, we are at your service to assist In any 
amendments in which the committee is interested. But from the point 
of view of the Administration, we think we can put this program into 
effect, assuming, of course, that our appropriation will be approved 
by the Congress, our appropri: ition recommendation. 

Senator Lauscne. While we are speaking on amendments, have 
you studied the Kennedy proposal ¢ 

Mr. Meisrrenn. Yes, we have. 
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Senator Lauscur. Are you prepared at this time to make any com- 
ments upon it? 

Mr. Mersrreti. I would like, Mr. Chairman, to make some com- 
ments, reserving, of course, with your permission, the privilege to 
make further ones when we are able to study them in more detail. 

Senator Lauscnue. Proceed. 

Mr. Metstrety. Senator Kennedy has, I believe, submitted S. 1656. 
And in substance it provides for three things. 

First, that there be priority given in “the processing of applica- 
tions; secondly, that State participation not be made effective: and 
third, that the paying of the subsidy into the disaster fund be made 
only when needed to pay losses. And I will comment on all three of 
these. 

Senator Lavuscne. Take them up in this order, will you please. One, 
the provisions which contemplate the elimination of the requirement 
that States match the Federal contribution of policy premium subsidy. 

Mr. Metsrreti. Senator Kennedy proposes that States be relieved 
of contributing equally with the Federal Government to the subsidy. 
The reason I believe that Congress put that in the act initially stems 
from the fact that flood losses vary considerably, State by State. But 
when floods arise and do the damage that we are all generally familiar 
with, they have the effect, State by State, of seriously affecting the 
economy of those States. There is a substantial loss of tax revenue. 
In many instances, the tax base is destroyed. There is a loss of wages 
and frequently serious unemployment. There is a loss of use and oc- 
cupancy of buildings, loss of income from unfulfilled contracts. There 
is considerable damage done to buildings and highways and public 
works of various kinds. But more important, perhaps, than any of 
these things, is the fact that in most States hard cash is needed to re- 
lieve the sufferings of people and for rehabilitation. 

And so the Congress, I believe, had in mind that the States be 
made more fully aware of the need for preventing or minimizing flood 
damage, and that they not put the whole load on the back of the 
Federal Government. And so it was provided that commencing in 
July of 1959, to the extent it is necessary to subsidize this program 
State by State, each contribute its equal share with the Federal Gov- 
ernment. 

Now, Mr. Chairman, I think that was the rationale behind the act, 
and I do not find any reason today for changing it. 

Yet Senator Kennedy proposes that that be done. And I can only 
tell you that my opinion today is the same as it was when I testified on 
this bill initially. And I think there is a further fact which perhaps 
was not in our minds at that time. 

We are becoming increasingly budget-minded in the Federal Goy- 
ernment. And I think that if we do not place some responsibility on 
the States for contributing equally with the Federal Government on 
benefits that are being made to the citizens within those States, then 
we are perhaps dealing with this program on an inequitable basis. 
Because in addition to the subsidy, the Federal Government is footing 
the bill for the entire cost of the administration of it. And that is a 
substantial item. 

I think, Mr. Chairman, that with the provision that States con- 
tribute equally with us, it will put some awareness and, I think, stimn- 
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late the States to do what can be done with respect to minimizing and 
preventing damage by floods. Because ultimately the insurance 1s not 
the answer som uch as prevention. I think that in substance is the 
reasoning that led to the enactment of this provision in the statute. 
And it is not unusual, because this theory of matching funds has been 
used in other programs. 

Mr. McKenna. Mr. Meistrell, is it not true that when this act was 
passed, a delay in the operation of that State participation require- 
ment was inserted. As I recall, it was not to become effective until 
June 30, 1959-—on the theory that that would give States ample time 
to adopt such legislative or constitutional, state constitutional changes, 
as might be needed to enable them to conform to the requirements of 
the Federal Flood Insurance Act. 

Mr. Metsrreii. That is correct. 

Mr. McKenna. Do you have any idea so far how many States have 
moved in the direction of taking the necessary legislative or constitu- 
tional action ? 

Mr. Metsrrevy. I cannot give you that specifically, Mr. McKenna. 
I think 43 States are now in session, and I can only ‘report that there 
has been considerable interest on the part of the States, not only with 
respect to the State participation in the subsidy, but with respect to 
the zoning requirements. 

Mr. McKenna. Let’s stay on the subsidy provision for a while, if 
we can, now. I may say that we have received a rather pessimistic 
report as the result of surveys made by the Council of State Govern- 
ments. 

Mr. Mrisrreti. Well, that is not to be unexpected. 

Mr. McKenna. Except that the time is passing, and if the legisla- 
tures that are now in session are making no more to adopt the neces- 
sary legislation, or constitutional amendments, there is some ques- 
tion as to whether they are going to be able to accomplish it by the 
deadline of June 30, 1959. Our information, incidentally, was that 
on the basis of their survey in the 48 States, they had an indication that 
only one State had indice ated it was thinking about the possibility of 
cooperating in the State participation requirement. 

Mr. Metstrei. Well, of course, vou have been in touch with the 
Council of State Governments, and we have, too. And we work rather 
closely with them. 

Senator Lauscur. I think that what has just been reported is in con- 
formity with the opinion which I expressed at the F ebruary meeting. 
Do not be too optimistic about the States’ willingness to have forced 
upon them by the Federal Government a program which in the end 
they might not deem acceptable. 

Mr. Mersrreve. I think that is a very accurate statement. 

Senator Lavscue. In time they may see the wisdom of adopting it. 
But they will not act with dispatch in the matter, I am quite certain. 

May I ask this: Are the States being told about the problem 7 

Mr. Mersrrevi. Oh, yes. we have had very close workings with the 
Council of State Governments. We have communicated with the 
States directly. We have been in communication with the attorneys 
general of the States, through the Council of State Governments. 
And we have had meetings with the—well, for example, we had 
meeting in Raleigh a few weeks ago at which I appeared. Governor 
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Hodges of that State had called together some 14 State governors, and 
their staffs, to go over the problem. We have had meetings with the 
Northeastern States on a similar arrangement. Governor Pyle met 
with the governors in their executive committee, and as a result of that 
meeting, the committee appointed an advisory committee of State offi- 
cials, of which Governor Hodges of North Carolina is chairman, and 
I am meeting with that committee on May 3, I believe, if my memory 
serves me. 

So we have been rather active with the State governments on this 
problem. 

Senator Busn. Mr. Chairman, right there, if the witness would per- 
mit, I wonder what the chairman would think of this suggestion : 
That the chairman write a letter to each of the governors, calling at- 
tention to the provisions of the law respecting their participation after 
June 30, 1959, and possibly enclosing a copy of the amendment that 
we have under consideration here, and asking them to advise the com- 
mittee of their views on this particular matter. 

Senator Lauscne. The chairman of—— 

Senator Busn. I was thinking of the Senator from Ohio, on behalf 
of the committee. I would be glad to move, if the chairman thinks fa- 
vorably of the suggestion, that the chairman take that action for this 
committee. 

Senator Lauscne. The letter ought to go not only to the governor, 
but to the majority and minority leaders of the legislatures. 

Senator Busu. In the various States. 

Senator Lauscue. In the various States. It ought either to be 
sent out by Mr. Meistrell, or by myself, as chairman of this committee. 

Mr. Metsrretit. Mr. Chairman, that has already been done. 

Senator Lauscne. It has gone to the majority and minority leaders? 

Mr. Saver. There were three issuances by the Council of State 
Governments in cooperation with the Commissioner. One was on 
flood plain zoning and participation in this act. Then there was an- 
other one on the entire participation under the Flood Insurance Act. 
And then there was a third questionnaire which was sent to each of 
the attorneys general, and on the basis of the survey that was made of 
the replies, a further memorandum was sent to all the State govern- 
ments pertaining to the zoning problem. 

So they have been fully alerted over a period of about 4 months, or 
more than that—6 months—to the requirements for participation. 

Senator Lavscur. We will act on vour suggestion later, Senator 
Bush. 

Senator Busu. I will withdraw the suggestion, for the record. 

Mr. Metsrret,. Mr. Chairman, the committee appointed by the 
Council of State Governments is composed of Governor Hodges of 
North Carolina as the chairman, and then representatives from 
Kansas, California, Missouri, Texas, Michigan, Pennsylvania, Ore- 
gon, and Vermont. I said before I was meeting with them on the 3d, 
but I am informed now that the meeting is on the 6th. But T think 
I can state for the record that the State governments have been fully 
informed of the statute and what action may be deemed appropriate 
by them to conform. 

Senator Lauscue. You do know that I had intimate relationship 
with the Council of State Governments. 

Mr. Metstretu. Yes, I do. 
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Senator Lavuscne. And I respectfully and deferentially suggest that 
when those official stereotyped communications come through, they are 
likely not. to be given the consideration which a direct communication 
froni you would get addressed to the leader of the majority and 
minority Houses. 

Mr. Metsrreti. Mr. Chairman, we will proceed according to this 
suggestion. 

Senator Lauscne. All right, let us proceed to the next subject— 
granting processing preference to applications from those having no 
outstanding Federal flood insurance. We are not going to go into 
detail on that until Senator Kennedy arrives. 

Mr. Metsrren.. With respect to that proposal, Mr. Chairman, we 
think it would be extremely difficult. if not impossible, to police and 
administer that aspect of the proposal. And I should like to comment 
on that in more detail when you have your hearing dealing with this. 

Senator Lauscne. All right. The third proposal makes it unneces- 
sary for Federal subsidy contributions to be paid into the disaster in- 
surance fund until actually needed to pay approved claims under 
policies. 

Mr. Metsrreti. That proposal, Mr. Chairman, is closely related to 
the State participation portion of the proposed amendment. In sub- 
stance. it would provide that the subsidy be paid into the disaster fund 
when needed for losses. 

Obviously, if the States are going to participate on a matching basis. 
then good fiscal ig v would seem to indicate that both the State con- 
tribution and the Federal contribution be applied to the reserve fund 
at the one time. 

Secondly, under this proposal we woud not call upon the Treasury 
for the subsidy until such time as we needed the money to pay losses. 
But I believe it is the position of the administration that these matters 
should be kept on a ceetesl basis and not permitted to accumulate 
over some indefinite period of time. 

But again, with vour permission, I would rather that we cover this 
in more detail when you have your hearing. 

Senator Lavscne. Is it correct to summarize, then, the testimony 
given by you, that when the appropriation is made by this Congress, 
vou will be prepared to put into operation, by sale of insurance policies 
covering flood damage, this federal Flood Insurance Act / 

Mr. Mersrreti. That is correet—with the limitation, of course, 
which I have commented on before, that that would not apply to the 
reinsurance program which we are not putting in immediately—but on 
the cdireet Insurance, ves. 

Senator Lauscue. Are there any further questions / 

Senator Busu. I don’t think so, Mr. Chairman. I just would like 
to ask this: Where did this third item, making it unnecessary for Fed- 
eral subsidy contributions to be paid into the disaster insurance fund 
until actually needed, come from’ Do you know? 

Mr. Mrtstreti. Are you referring to Senator Kennedy's bill/ 

Senator Busu. Yes, that section. 

Mr. Meristrrenn. S. 1656, 

Senator Busu. I had not heard of that before, and I wonder from 
what source this suggestion originated, that prompted the Senator 
to make that suggested amendment. 
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Mr. McKenna. I think the distinction, Senator, is that in the bill 
as it was finally passed last year, my recollection is the administration 
advanced the proposal that they thought it would be more businesslike 
to place the Federal portion of what I like to call the admitted subsidy 
into the insurance fund at the same time that the rest of the premium 
was collected from the policyholder. But obviously that requires, in a 
deficit period, borrowing by the Federal Government at an earlier 
period than would be necessary if they waited and put that in only 
when, as, and if it were needed to pay approved claims. What the 
magnitude of that saving would be, I do not know. We have not had 
wy testimony on it. But I am sure that that is the point that is in- 
volved in Senator Kennedy’s proposal. 

Senator Busu. I’m afraid I did not get your comment on that par- 
ticular one. You have not supported that suggestion. 

Mr. MEISTRELL. No, sir. 

Senator Busu. You opposed that. 

Mr. Metsrresi.. Yes, sir. 

Senator Busn. I have no other questions. 

Senator Lauscur., That is the comment which you made, that the 
money ought to be paid in when it becomes due. It is in ac cord with 
your judgment that that is good business policy, and there ought not 
to be a deficiency permitted to accumulate. 

Mr. Metsrrecti.. That is correct. 

Senator Lauscur. And that deficiency is subjected to the hazard 
that when the time to pay it comes, the money may not be available. 

Mr. Metstrets. That is correct. 

Senator Busn. Mr. Chairman, I would like to go back to one more 
question, and that is a suggestion that you may reduce the amount of 
insurance you are going to write from the maximum of $5 billion to 
a maximun of $3 billion. Would you care to comment on that at this 
time, Mr. Meistrell / 

Mr. Mersrreti. Well, Senator Bush, on our original calculations, 
we attempted to determine whether we would write the $5 billion with- 
in the fiscal year. That would mean $3 billion authorized by the statute 
and $2 billion on Presidential approval. And after we had given it 
a great deal more study and consideration, and after going into the 
matter in more detail with the insurance industry, we concluded that 
for the first year we would be well advised to undertake a $3 billion 
limitation on our total capacity, develop some experience, and if the 
program appears to be going better than we he had anticipated, we would 


then come back to the C ongress, assuming that it were In session, and 
ask for additional funds. 
Senator IL \USCHE, What funds have thus far been expended in the 


ageregate in getting ready for the initiation of the program ¢ 

Mr. Meisrree. Mr. Chairman, we had sniemeaaal by the Con- 
gress, $50,000. T think we have to date expended—and I would like 
to correct this if the figure is wrong—but I think about $170,000 to 


date, and at the expiration of Jun ie of this year, $350,000, exclusive of 
the printing of any of these documents. And we have had estimates 


on printing r anging from some S150,000 to some $325,000. 

Senator Lauscue. That is for printing of the official papers / 

Mr. Metstreti. Yes; the application, the policy, and the agree- 
ments, the rules and the regulations, and the rate manuals. 
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Senator Lausciuz. How have you progressed in the disposition of 
the question about commissions to agents / 

Mr. Metsrreni.. We provided in the budget, Mr, Chairman, for : 
figure that would approximate roughly 9 percent on the caieaed 
the purchaser Pays, and not on the total. But that is a variable, be- 

cause we are putting a maximum anda minimum. And in that respect, 
there will be a flat commission with a coping and a floor. 

Senator Lauscur. What have you used as a yardstick in determin- 
ing the rates that you would fix—general prac tices ? 

Mr. Mersrrenn. Yes: general practices. And we have a study that 
was submitted to us by the agents’ organization, in which there is 
broken down all of the items of expense, and we eliminated those 
which we did not believe to be applicable to this program, and at- 
tempted to arnive at a figure that we thought was fair and reasonable. 
We have dealt with the representatives of all of the agent and broker 
organizations. 

Mr. McKenna. Can you give us any estimate of the range involved 
there ¢ 

Mr. Metsrrevie. You mean the bottom and top? Well, I could give 
vou ty ideas, Edo not know whether they will be generally accept- 
able. We have in mind perhaps a 45 minimum and a $500 maximum. 

Mr. MCKENNA. We sort of left hanging in the air, I think, the 
question of your consultation with the State governments on the 
question of flood zoning. Mr, Sauer, 1 believe, mentioned the fact that 
you, through the Council of State Governments, had been in touch 
With them on that point, and I wondered whether or not you have 
been able to progress to the stage where you can give some guide as 
to what general type of legislation is going to be required or what 
general type of action they must take to conform to that particular 
requirement of the act. 

You recall that after June 30 of 1958 no Federal flood insurance 
would be available in any geographical location that does not have 
effective flood zoning in accord with that which you as Commissioner, 
as the agent of Mr. Cole, as the Administrator, deem necessary. I 
understand some States have inquired as to what particular type of 
action will be required of them in that respect. Can you enlighten 
us alittle bit on that / 

Mr. Meisrret.. Yes, I can. I think we have been in touch with 
perhaps all of the States, and I have spoken before meetings of State 
oflicials on this problem, as well as people from other agencies or 
State governments. 

The problem is a difficult one. It is the attitude of some States, and 
I think ill-advised, that we tell them what to do. They want to look 
to Washington for guidance. It isn’t quite that easy. 

We have told them what the statute provides, and we have recom- 
mended that the first step is to amend their enabling laws so that they 
authorize local cities, towns and communities or villages to adopt ap- 
propriate flood planning zoning. 

And we have gone beyond that. I have said in the States that I 
want some responsible authority in the State who would certify .o us 
that there has been compliance in areas where action has been taken 
and in their judgment it is appropriate and also to tell us where they 
haven’t done it but they should. 
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Now you can’t sit here in Washington and hope to tell every city, 
town and village in the United States what they ought to do with 
respect to the use of their land, what kind of buildings they ought to 
put on it, or what things they should do or not do. 

What would be good for Hartford, Conn., might be quite inappro- 
priate for Torrington. What would be good for Zanesville, Ohio, 
might be quite inappropriate for St. Louis. For us to sit here in Wash- 
ington and attempt to tell a State and through that State every politi- 
cal subdivision, that may have some degree of flood exposure and that 
they ought to amend their building codes or they should prohibit this 
land to be used for this or that purpose or that ‘they should mark en- 
croachment lines on rivers, and if they fail to do so we are not going to 
make insurance available, to me is perfectly stupid. 

And I have said to the States that so far as 1 am concerned Wash- 
ington is not going to tell you what to do. What we are saying is this: 

This statute says that unless you take ap propriate action, insurance 
will not be available, and it is for you to deterin:ne whether or not what 
vou have done or failed to do is ap ypropr! ite 

Now conceivably an area may be subjected to 20-year exposures 

‘10-year exposures and the officials of that local community mi: Ly say 
that they think in their judgment revenue from ta Xation, use of lands 
for certain proper purposes is quite all right, and [think I would be 
usurping local authority to tell them that I thought hier were wrong, 

Mr. McKenna. What bothers me, Mr. Meistrell, though, is the lan- 
cuage of the statute, which I will read verbatim so we will have no 
doubts, says this: 

Section 12 (c). After June 30, 1958, no insurance or reinsurance shall be issued 
under the provisions of this Act in any geographical location unless an appro- 
priate public body shall have adopted and shail keep in effect such flood zoning 
restrictions, if any, as may be deemed necessary by the Administrator to reduce 
within practicable limits damages from flood in such location. 

Mr. Mersrrevi. Right. 

Mr. Mckenna. As far as the statute goes, the duty is on the Admin- 
istrator, not the localities. 

Mr. Metstreu. No, it isn't. The duty of the Administrator, if you 
will read that statute carefully, is satisfied if I say to a State or a local- 
ity that you advise me whether in your judgment appropriate zoning 
legislation has been taken to reduce or minimize the flood damage, and 
I think I could properly construe the opinion of a responsible State 
agency as compliance with that section in the statute if they so certified. 

Mr. McKenna. I think what you are saying is you can be guided by 
recommendations from the States. 

Mr. Meisrrevy. That is correct. 

Mr. McKenna. There isn’t any argument on that. 

Mr. Meisrrevi. That is correct. 

Mr. McKenna. But I think the responsibility is the Adminis- 
trator’s. 

Mr. Meisrreti. Well now, we have got two other things we can do if 
it gets to that point: We can put the rates up so high that they will 
have to do it, and that might be bad, or we can under the statute mark 
out areas where the exposure is so high and the people in those areas 
don’t care to do anything about zoning that we will not underwrite. 


Mr. McKenna. Well, as you appreciate, Mr. Meistrell, the purpose 
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of this particular provision was to dissuade people from constructing 
buildings in areas that were extremely exposed to flood risk. 

Mr. Mrisrrecy. Correct. 

Mr. McKenna. And we gave them a period of 2 years, approximate- 
ly 2 years in ome? case, to work out the diffic ulty. What bothers me is 
that if we have 43 legislatures in session this year that may not be in 
session next year—many of them—then our time is running on this 
problem also, as well as on the other problems. 

Mr. Meisrreni. No, that isn’t an accurate statement. Time isn’t 
running at all. If they want to do anything they might find the prices 
higher than their people would pay. 

Mr. McKenna. Again, on the basis of our own inquiries, we under- 
stand about 14 of the States have indicated they think they now have 
adequate legislation to take care of it. 

Mr. Metsrreti. That is correct. 

Mr. McKenna. And we were told that about seven others have in- 
dicated they would like a little further guidance on what type of 
legislation is needed. 

Mr. Metsrrety. Well now, Mr. McKenna, let’s be practicable. We 
have had States send in proposed drafts of zoning ordinances for 
Pipsqueak, Idaho, or some such place as that, and ask us if we will 
review that ordinance and tell them whether or not it conforms to 
our requirements. Now, it may be an ordinance that says you have 
to have a certain type of foundation or the grade of the first floor must 
be so many feet above the ground, or you must have reinforced wire 
around the windows, or the windows must be locked so water can’t 
get in, and you reduce the things to a perfectly ridiculous situa- 
tion because how ean we here in Washington hope to pass on a build- 
ing code or an ordinance and say we are going to prohibit people from 
building frame houses in this particular area or we will permit them 
to put up concrete constructed factories or some such thing as that? 

We would have to have an army of engineers that would fill the 
Pentagon Building to go out and look at every city, town, and village 
in the United States and say, “Well, we don’t think you should do it 
this way. You better do it that way.” 

Now let's be practicable about it, and I think my suggestion is prac- 
ticnble, and I think it conforms to the statute. 

Mr. McKenna. All [ am saying is ultimately the decision and re- 
sponsibility isin the Administrator. 

Mr. Mersrrett. That is correct. But T want to make this clear: 
We have called this to the attention of all of the State governments. 
We have suggested the approach through enabling legislation. Some 
have appointed commissions to study the problem and they are fully 
informed. and I am not going to impose my judgment on that of a 
State legislature as to what in their judgment they think ought to be 
done. 

Mr. McKenna. Well, I think you have the negative duty, really, of 

saving unless things are done which we deem necessary for the proper 
administration of the Federal flood program, the insurance will not 
be available. 

Mr, Metsrreni. That is correct, and T have so told them, and I say 
what T deem necessary is appropriate legislation which in the judg- 
ment of your public officials is adequate to conform to the concept of 
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this statute, and if you do that, I will construe that per se conform- 
ance certainly until we can get around to a more detailed study of the 
problem. 

Mr. McKenna. I might say I don’t think our problem in this field 
is as great as it is in the field of the State sharing the subsidy. I don’t 
think you have as many constitutional problems involved in the flood 
zoning area. 

Mr. Meisrrety. That is quite right. 

Senator Lauscug. Now then, I w ant included in the record a letter 
addressed to the Honorable J. W. Fulbright by Randolph Burgess, 
Acting Secretary of the Treasury, dated Apr il 4. 

The letter of Mr. Burgess gives his opinion concerning the proposal 
to eliminate from the Federal Flood Insurance Act the 1 requirements 
for States to participate in providing the funds. He opposes the 
elimination of that requirement. 

(The letter referred to follows :) 

"TREASURY DEPARTMENT, 
Washington, D. C., April 4, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on S. 1656, a bill to amend the Federal Flood Insurance Act of 
1956, to eliminate certain requirements with respect to State participation, to 
provide certain priorities in the pees of applications for insurance, and for 
other purposes. 

The proposed bill would eliminate the direct penne by the States in 
financing the flood-insurance program established by the Federal Flood Insurance 
Act of 1956 by removing the requirement for State and Federal payments into 
the disaster insurance fund. The Federal Flood Insurance Act at the present 
time requires that at least 60 percent of the estimated rates on flood-insurance 
protection be paid by those being insured, the remaining portion to be made up 
by payments by the Federal and State Governments so that the insurance fund 
has sufficient income to maintain its loss expectancy. 

The proposed legislation would in effect shift the State obligation for premium 
payments to the Federal Government since, if losses exceeded the assets of the 
fund at any time, it would be necessary for the Federal Government to make up 
the difference out of budget expenditures. The proposal, therefore, would appear 
to be in violation not only of the insurance fund principle, but also the principle 
of more equitable sharing of fiscal responsibility between State and Federal 
Governments. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
(Signed) W. RANDOLPH BuRGEss, 
Acting Secretary of the Treasury. 


Senator Lavuscur. Do you have some statistics that you want put 
in the record dealing with the damage suffered last year and the first 
2 months of this? 

Mr. McKenna. Yes, Senator, I do, and I think they are submitted 
in the record. They are in the form of a memorandum to you from 
me as counsel of the committee. bringing up to date a roundup of 
figures from the several agencies that testified before our subcom- 
mittee in 1956. 

(The material referred to follows:) 

APRIL 4, 1957 


Memorandum to: Senator Lausche. 
From: William F. McKenna, counsel, 
Subject : Flood-damage estimates. 
During hearings held by this subcommittee in February 1956, evidence was 
gathered to indicate the extent of flood damage caused up to the latest date for 
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which estimates were available. For the most part, these estimates covered the 
period ending with December 31, 1955, although in some cases they included 
damage from the west coast floods early in 1956. 

The staff has arranged to have these flood-damage estimates brought forward 
by collecting the statistics available for the calendar year 1956 and the first 
2 months of 1957. 

All agencies that had previously submitted estimates were again invited to 
take part in this roundup of flood-damage figures. 

The results indicate that, fortunately, 1956 was a year of a comparatively 
small amount of flood damage. However, they also indicate that flood damage 
during the first 2 months of 1957 has already exceeded the total flood damage 
for 1956. 

Estimates of the Office of Chief of Engineers, United States Army, set forth in 
appendix A, indicate total flood damage of $78,369,000 during the year 1956 and 
total flood damage of $87,576,000 during the months of January and February 
1957. These estimates are given on a State-by-State basis. It should be noted 
that they include indirect damages as well as direct flood damage. It should 
also be noted they do not include estimates for the Tennessee River Basin, which 
is under the jurisdiction of the Tennessee Valley Authority, as distinguished 
from the Office of the Chief of Engineers, United States Army. 

Appendix B, being a report received from TVA, indicates actual flood damage 
in this area was negligible. The report notes, however, that potential damage was 
of considerable magnitude, having been averted by the flood control protective 
works installed by TVA. It is understood flood damage in this area for 1956 
was negligible, although the TVA report deals primarily with the January—Feb- 
ruary 1957 period. 

For the calendar year 1956, the United States Weather Bureau estimated total 
flood damage of $50 million and a loss of 58 lives. That agency had no precise 
estimates of the flood damage in the January—February 1957 floods that afflicted 
the four-State area of Kentucky, West Virginia, Tennessee, and Virginia. Its 
preliminary estimates indicated a flood loss running into the tens of millions, 
which is consistent with the estimates of the Chief of Engineers. It is of interest 
to note that the comparable estimates made by the Weather Bureau for calendar 
year 1955 were $995,500,000 and 302 lives lost. 

The Soil Conservation Service of the United States Department of Agriculture 
received reports during 1956 on flood damage in a three-State area covering a 
watershed of 250,000 acres in Colorado, Florida, and Texas. These indicated 
total flood damage of $313,547, primarily to roads, bridges, and railroads, as 
well as some farm fencing. 

The American Red Cross figures for the period from January 1956 to Febru- 
ary 28, 1957, indicate the following number of buildings involved in flood damage : 


| 


| | 
| Dwellings | Farm build- Other | Total 

ings | 
a | |— I- a sh 
Destroyed 700 | 550 | 150 | 1, 400 
Major damage | 2,000 | 500 650 | 3, 150 
Minor damage _. 19, 000 | 1, 400 | 2, 900 24, 400 
Total ; 21, 700 2, 450 3, 700 28, 950 


| 

In this compilation dwellings include single family homes and farmhouses: 
farm buildings include barns or other detached structures; and other buildings 
include multifamily units: such as apartment houses, and also business struc- 
tures, public buildings, boats, and house trailers. 

To alleviate the difficulties of these flood victims, the American Red Cross 
spent $625,000 during calendar 1956 and has spent about $3 million to date in 
1957. 

The United States Department of Commerce has had no later occasion to 
collect statistics on flood damage similar to those it collected with reference to 
the New England floods in 1955. It notes, however, that none of the damage 
caused by the January—February 1957 floods directly affected industrial installa- 
tions forming a direct part of the Nation’s economic mobilization base. 

The Federal Civil Defense Administration is still in the process of gathering 
information in response to the subcommittee staff's inquiry. That agency did 
note that about $2 million had been allocated to the Kentucky-Tennessee-Vir- 
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ginia-West Virginia area, mainly devoted to removing debris and cleaning up 
flood damage to public property. 

The Small Business Administration during the calendar year 1956 receiveu 
1,923 applications from flood victims for a total of $23,001,398, of which it ap- 
proved 1,531 to flood victims for a total of $17,743,033. Of the approved loans, 
704 were for homes and 827 for business properties. To date in 1957, SBA esti- 
mates it will process applications totaling $4% million for about 1,000 applica- 
tions due to floods occurring so far in 1957. 

The foregoing statistics, although preliminary in nature for the January—Feb- 
ruary 1957 period, indicate it would have been a desirable period to have placed 
in operation the Federal flood-insurance program from the standpoint of ac- 
cumulating insurance reserves before the impact of heavy insured flood losses 
would make its demands on those reserves to meet payment of approved claims 
for loss. 

The Federal Flood Insurance Act of 1956 became law on August 7, 1956. Un- 
fortunately, to date, the Federal Flood Indemnity Administration has not gained 
the advantage of the period of compuratively light flood losses by inaugurating 
its issuance of Federal flood-insurance policies. 


Flood damages in the United States, year 1956 and January-February 1957 (exr- 
clusive of Tennessee River Basin), as estimated by the Corps of Engineers 


Total damages (in Total damages (in 
thousands of dollars) thousands of dollars 
State State 
Calendar January to Calendar | Jamuary to 
year 1956 February year 1956 February 
1957 1957 
Alabama, -- 544 261 Nevada 335 
Arizona. ....- ¢ New Hampshire 
Arkansas 478 66 New Jersey $ 
California_ _- 10, 277 116 New Mexico 35 
Colorado. 5, 106 (i) New York 2, 769 473 
Connecticut ..- (') North Carolina 110 534 
Delaware (") ( North Dakota 3, 091 1 
District of Columbia (1) Ohio 1, 120 2 
Florida 1, 890 9, 025 Oklahoma sl 
Georgia 302 333 Oregon 9, 235 3, 870 
Idaho 6, 715 200) Pennsylvania 6, 002 1, 020 
Illinois - _- 1, 606 100 Rhode Island 
Indiana 6, O88 SU South Carolina 
Iowa 5 South Dakota 
Kansas 29 Tennessee 525 261 
Kentucky - 3, 858 48, 364 Texas 5, 760) 1, 040 
Louisiana 250 os Utah 100 
Maine (‘) ) Vermont 
Maryland 1, 389 Virginia 25 
Massachusetts (i W ashingtor 5, 430 10, 878 
Michigan 335 West Virginia 820) 10, 410 
Minnesota Os4 Wisconsin 635 
Mississippi 730 $50 W yoming 165 
Missouri 39 23 
Montana is4 2 Total 78. 369 87, 576 
Nebraska 1, 093 


1 Negligible 
TENNESSEE VALLEY FLOOD or JANUARY-FEBRUARY 1957 


I. SYNOPSIS 


The Tennessee Valley has experienced a valleywide, flood-producing storim 
of near-record proportions over a period of some 2 weeks beginning late in 
January. Regulation by the TVA water-control system has lowered flood flows 
on the major tributary streams below storage reservoirs, and on the Tennessee 
River to the extent that damage has been light. 

At Chattanooga, Tenn., the river stage was held to about 32 feet, only 2 feet 
above flood stage. Early preliminary estimates made independently by the 
United States Weather Bureau and by TVA show that the natural flood would 
have reached a crest stage of at least 52 feet without control by the TVA system. 
For a 52-foot stage, the damages averted within the city were estimated to be 
more than $50 million on the basis of 1953 property values and improvements. 
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Present indications are that this estimate is conservative, and that the natural 
stage would have been near 54 feet, in which case the recent flood ranks as the 
second largest in history at Chattanooga, exceeded only by the flood of 1867 
at a crest stage of 57.9 feet. Damages averted for a flood that would have 
reached 54 feet would be in excess of $65 million. 

In the valley of the Clinch River, the city of Clinton was spared damages 
in the order of $250,000. This does not include damages averted at the AEC 
facilities which were successfully protected against damage and the interruption 
of vital operations. 

While there has been a slackening off of rainfall over the Valley region with 
dropping streamflow, the storm-producing weather conditions still exist. Thus, 
a final account cannot be made at this time. 

The capacity of the TVA system to regulate floods has by no means been ex- 
hauusted. However, the valleywide flood season extends into April, and it is 
now necessary to restore and preserve the flood regulating capacity of the sys- 
tem. At present the flood-control operation continues in the form of relieving 
the system of stored water by means of controlled releases from both main-river 
and tributary projects. Good progress in this phase of the operation has been 
made to date. 

If. TVA SYSTEM—CHATTANOOGA LEVEE 


The TVA water-control system deals with a drainage area of some 41,000 
square miles. It includes reservoirs located on headwater streams in Virginia, 
North Carolina, Tennessee, and Georgia, and main-river developments located 
along the Tennessee River from Knoxville downstream to Paducah, Ky., where 
the Tennessee River enters the Ohio River. 

In flood-control operations, there are two principal focal points. Within the 
valley the main focal point is the city of Chattanooga. The other principal focus 
of operating concern is the lower Ohio and Mississippi Rivers. Approximately 
half the 41,000 square-mile drainage area lies upstream from Chattanooga. In 
this area the water-control system comprises 10 multiple-purpose storage projects 
on major tributary rivers and 3 multiple-purposes projects along the Tennessee 
River between Knoxville and Chattanooga. In each of the 10 tributary projects 
substantial storage capacity is reserved for flood-control operations, and facilities 
are included for power generation. Each of the three main-river projects above 
Chattanooga also provides storage capacity for flood control, power installa- 
tions, and navigation locks. Downstream from Chattanooga, the river is de- 
veloped by six additional multiple-purpose projects equipped with navigation 
locks and power facilities. Five of these six reservoirs provide further flood stor- 
uge capacity. The key project for the regulation of Ohio and Mississippi River 
floods is the Kentucky Dam and Reservoir where 4 million acre-feet of flood 
storage is available. 

This far-flung system provides substantial flood protection along the tribu- 
taries below the storage dams and at communities along the main river. It 
also has the capacity to effectively reduce flood crests on the lower Ohio and 
Mississippi. While flood protection afforded to the city of Chattanooga is sub- 
stantial for most great floods that may be expected, full protection will require 
the construction of a levee system. Plans for such a levee system were pre- 
pared some 20 years ago presuming that such facilities would be constructed 
if the city of Chattanooga would furnish the necessary right of way and satisfy 
other requirements. These levees have not yet been built, and the city of Chat- 
tanooga remains vulnerable to damage in the event of great floods. 


If. THE JANUARY-FEBRUARY FLOOD OF 1957 


Storm conditions 

The recent valleywide flood in the Tennessee watershed resulted from an ex- 
tended period of almost continuous rainfall from January 24 until February 5. 
The rainfall above Chattanooga averaged near 9 inches. At many poirits in tribu- 
tary streams, the total rainfall for the period approached 10 inches. High points 
along the eastern valley rim received greater amounts as at Clingmans Dome in 
the Smoky Mountains where over 14 inches was recorded. In the early stages of 
the flood-producing storm, the rainfall was heaviest over the northern portion 
of the valley, particularly in the northwest and northeast portions. This heavy 
rainfall also produced flash floods on the headwaters of the Cumberland River 
and Kentucky River in the State of Kentucky and also on streams tributary to- 
the Ohio having their headwaters in Kentucky, Virginia, and West Virginin. In 
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this area notable floods occurred at Barbourville, Pineville, and Hazard, Ky., 
and at Pound, W. Va. Similar flash floods on small tributary streams were also 
experienced in the headwaters of the ‘Tennessee River. Big Stone Gap and other 
communities along the upper Powell and Clinch Rivers upstream from the control 
afforded by the major tributary reservoirs were affected. In the later stages of 
the storm, the rainfall spread over the southern portions of the Tennessee Valley, 
and the heavy precipitation became valleywide. 


Preflood conditions 

The reservoirs of the Tennessee Valley system were low and, therefore, in good 
condition in late January to enter a flood-control operation. Main-river reser- 
voirs extending from Knoxville to the mouth of the river at Kentucky Dam were 
being held at the scheduled low seasonal levels thus providing the planned amount 
of flood-control storage capacity. Tributary storage reservoirs were at levels 
lower than those required for flood operations as the result of an extended dry 
fall and early winter and heavy demands for hydro use in supplying power loads 
in the service area. It is notable in this particular storm that streamflow in 
the Tennessee Valley changed in less than a week from a subnormal state to 
major flood proportions. 


Flood-control operation 


Operations for flood control in the Tennessee Valley system involve more than 
simply the impoundment of water in reservoirs. The operation is actually a 
dynamic one involving three principal steps or stages that blend together. ‘Che 
tirst stage is one of accelerating flood threatening tlows through the main-river 
reservoirs to preserve flood-control storage capacity. The second stage involves 
the impoundment of water thus reducing the crest of the flood. The third stage 
in the operation requires the relief of the system from the accumulated tiood- 
waters as rapidly as possible to regain and preserve the storage space cssential 
for the regulation of new floods that may follow. The valleywide tlood season in 
the Tennessee Valley extends from December into mid-April. Therefore, reserva- 
tions in the reservoirs for flood control must be preserved into the spring months. 

Actual operations in the recent flood involved these basic steps. As streamflow 
built up along the main stem of the Tennessee River, discharges were increased 
at each of the three main-river projects above Chattanooga and also at the down- 
stream projects, passing the early higher flows through the system. Tributary 
storage projects impounded practically all of the inflow with a minimum release 
to supply the basic power requirements. For example, in the case of Norris Res- 
ervoir, the inflow reached a rate of 86,000 cubic feet per second early in the flood 
while at the same time the discharge was held to a level of about 7,000 cubie feet 
per second. At Douglas Reservoir, the inflow reached a rate of 110,000 cubic feet 
per second with a discharge at that time of 15,000 cubic feet per second. At other 
main tributary reservoirs the same pattern was followed. As the storm inflow 
into the system increased, discharges at main-river dams were further increased 
to the highest safe levels downstream and were held at these levels of discharge, 
passing the greatest amount of water through the system that could be handled 
at the various critical points. In the operation, thus far, there were two points 
of principal concern on the Tennessee River. The first, which is always a target 
point for TVA, was the city of Chattanooga. The second point was at Florence, 
Ala., where TVA has under construction an additional navigation lock for the 
Wilson project. Here the construction work is proceeding behind a massive cof- 
ferdam. Taking into account the effect at other downstream locations, discharges 
from Wilson spillway were so regulated that they did not overtop the cofferdam. 
Taking into account the effect at other downstream locations, the hazard of flood- 
ing the cofferdam existed, however, and construction equipment was removed 
from the cofferdam area as a prudent operation, in anticipation of the possible 
need of deliberately flooding it. It has been possible, thus far, to prevent the flood- 
ing of the work with a considerable saving in cost of construction. 


Results to date 


At Chattanooga, Tenn., the river stage has been held to about 32 feet, only 
some 2 feet above flood stage. Preliminary estimates of the flood stage that would 
have been experienced under natural conditions have been prepared by the 
United States Weather Bureau and by TVA. These estimates made before the 
crest would have occurred agree and showed that the natural flood without regu- 
lation by the existing water control system would have reached a crest stage of 
at least 52 feet. Subsequent estimates using more complete data show that these 
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preliminary estimates were conservative, and that a crest stage near 54 feet would 
have been reached. 

Estimates by TVA of the damage averted within the city of Chattanooga 
show that a reduction from a 52-foot stage to 32 feet would amount to more than 
$50 million on the basis of 1958 conditions. If a complete appraisal of the flood 
crest that would have been reached under natural conditions show that a 54- 
foot stage would have been reached as compared with the 32-foot stage that 
Was experienced, the estimated damage averted would increase to in the order of 
$65 million or $66 million, on the basis deseribed above. 

The above appraisals include damages averted to physical property and 
also the indirect damages averted including loss of payroll, disruption of com- 
munications and transportation facilities. The great variety of intangible losses 
that would be experienced at Chattanooga as a result of such great floods is not 
included. Damage estimates are based on a survey conducted by TVA in con- 
nection with the proposal for construction of a levee at Chattanooga. These 
estimates were made by a detailed inspection and evaluation of the damage that 
would be experienced at the various flood levels in the range to be expected 
at this location. Thus, the estimates are not generalizations but have a sound 
basis of careful inspection and appraisal of the losses that would be involved at 
each building and business establishment. They have not, however, been ex- 
tended to the 1957 status of development in the city nor to the 1957 dollar values. 
Furthremore, they do not include the damages that would be experienced in areas 
ndjacent to the city limits in the general vicinity of Chattanooga. 

Extensive damages were also averted at communities and locations on the 
tributary streams below the tributary storage projects and also at locations on 
the lower river. On the Clinch River below Norris Dam, it is estimated that 
the natural fiood crest would have exceeded flood stage by approximately 10 
feet. Had the river reached this stage, damages of about $250,000 would have 
resulted in the Clinton vicinity and in the areas immediately downstream. The 
production facilities of the Atomie Energy Commission are also located in the 
lower portion of the Clinch River Valley. Here the reduction in stage prevented 
the overtopping of the main water supply pumping station which supplies Oak 
Ridge and the AEC production facilities. Protection was also afforded installa- 
tions farther downstream where power supply and pumping facilities would also 
have been affected in the form of interruptions or direct damage. Appraisals 
of damage averted at other locations within the valley are incomplete at this 
time. 

Total accumulated direct damage averted at Chattanooga since the completion 
of the Tennessee Valley water-control system amounted to approximately $53 
million prior to this flood. Adding the preliminary estimate of damages averted 
at Chattanooga in the recent flood, and including damages averted from prior 
tloods on the lower Ohio and Mississippi, the total damage averted to date in 
xome 20 years of operation, but including only 12 years of operation with all 
major projects completed, amounts to more than $125 million. 

Of the total investment in the Tennessee Valley water-control system, ap- 
proximately $180 million has been allocated to flood control. Thus, the accumu- 
lated damages averted to date at Chattanooga alone represent substantially more 
than one-half of the investment that has been so allocated. 

Effect on power generation 

On the other side of the ledger, large quantities of water are being discharged 
from the tributary projects at the present time to relieve the system of the flood- 
waters accumulated and to prepare for future floods. Most of this water being 
discharged is passing through sluiceways at the tributary projects and over 
spillways at the main-river projects downstream, and thus is lost for power 
generation, This loss is a part of flood-control operation. However, there is a 
brighter side of the picture with respect to lost power generation in that some of 
the water might otherwise have been spilled in a strictly power system, and also 
in that flood-control operations, by lowering main-river stages, preserved the 
operating capacity at main-river plants to a degree that would not be possible 
in a power-only system. 

IV. OUTLOOK 


The valleywide flood season extends from December into April. Some of the 
createst floods of history in the region have occurred in March. Thus, it is 
necessary, following a large flood early in the flood season, to regain and pre- 
serve the regulating capacity of the system. Weather conditions that can pro- 
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duce heavy rainfall have not entirely dissipated. However, good progress is 
now being made in disposing of surplus floodwaters and returning the reservoirs 
to scheduled seasonal levels. 


Mr. Metsrrecy. Mr. Chairman, I think you indicated that we could 
have those figures available to us, and if possible 1 would like Mr. 
McKenna to let us have a copy promptly because we could use it. 

Mr. McKenna. Yes. 

Senator Lavuscne. Anything further? 

The hearing is recessed. 

(Whereupon, at 11:25 a. m., the subcommittee was recessed. ) 








